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KEY ECONOMIC INDICATORS 
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Trade Balance 

Current account balance 
Foreign Exchange 
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Debt - service paid 
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U.S. Trade 

U.S. exports to The 
Bahamas 

-as a % of all imports 
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Bahamas 
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SUMMARY 


Nineteen hundred and eighty-seven was a year of change for the 
Bahamian economy. The all-important tourism industry, which had 
enjoyed 5 consecutive years of healthy growth, faltered late in 
the year following the stock market crash in the United States. 
At the same time, the Central Bank, faced with a liquidity 
crisis and plummeting foreign exchange reserves, took decisive 
action to curb credit. Meanwhile, increased cooperation between 
U.S. and Bahamian law enforcement agencies cut down the flow of 
dollars derived from illegal drug trafficking, popularly coined 
"narcodollars" into the system. Fewer tourists, fewer 
"narcodollars" and less credit will probably mean that 1988 will 
be a year of recession for The Bahamas. 


Nonetheless, the economy remains basically healthy. Inflation 
is low, the government’s budget is balanced, and the people 
enjoy one of the highest per capita incomes in the region. The 
United States should continue to enjoy the lion’s share of the 
billion dollar import market. The best prospects for U.S. 
exports are food, petroleum products, machinery, manufactured 
goods, and chemicals. A number of major government construction 
projects will provide opportunities for U.S. contractors willing 
to work in joint venture with Bahamian firms. 


PART A _- CURRENT ECONOMIC SITUATION AND TRENDS 


: The Bahamas is a stable, middle-income 
developing nation whose economy is based principally on tourism 
and offshore banking. The agricultural and industrial sectors 
are comparatively small. The economy, fueled by steady annual 
increases in the number of tourists, has boomed in recent 
years. Per capita GDP, at about $9,000, is one of the highest 
in the region. 


The Bahamas remains the leading Caribbean tourist destination, 
and the tourism sector has long been the engine of the Bahamian 
economy. Tourism typically generates about 50 percent of total 
GDP and directly or indirectly employs about 50,000 people, 
roughly half of the total work force. 


From 1981 to 1987, tourist arrivals increased an average 9.7 
percent per year, due most significantly to a sharp threefold 
increase in the number of cruise ship visitors. Also, tourist 
expenditures increased significantly, from $639.1 million in 
1981 to $1.1 billion in 1987. U.S. citizens comprise 90 percent 
of the tourist population. 


The boom in tourism faltered in late 1987. In June, tourist 
arrivals were running 9.2 percent ahead of 1986 levels, but, by 
December, arrivals were 9.8 percent below the level of the prior 
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year. Total traffic for the year was only 2.5 percent above 
1986 levels. The decline continued into the first 3 months of 
1988, leading to speculation about layoffs by the hotels at the 
end of the winter season. 


The October stock market crash in the United States was 
generally cited as the cause of the decline. American tourists 
who might otherwise have spent a few thousand dollars on a 
vacation in The Bahamas, people in the industry theorized, 
decided to keep their money in the bank. Bermuda and Jamaica 
suffered similar declines, although some other tourist 
destinations in the Caribbean actually saw their business 
improve after the October crash. The total number of visitors 
through the end of March 1988 declined by 1.9 percent compared 
with the same 3 months of 1987. 


Tourists expenditures in 1988, should decrease more sharply than 
the number of arrivals because the number of stopover visitors 
has decreased more sharply than the number of cruise ship 
visitors. Stopover visitors, who stay in hotels and buy all 
their meals on land, spend about 10 times as much in the local 
economy as cruise ship visitors. 


The banking and finance sector is the second pillar of the 
Bahamian economy. Most of the banks are engaged in the 
management of assets for wealthy individuals. Banking typically 
accounts for roughly 8 percent of GDP and employs a little over 
3,000 persons, 95 percent of whom are Bahamians; total salaries 
and wages paid by this sector are estimated to be in the region 
of $60 million per year. The majority of the banks and trust 
companies are nonresident or offshore companies that generate no 
Bahamian dollar earnings and cover all their expenses for 
administrative costs, utilities, maintenance, and other local 
overhead by bringing in foreign exchange. Total expenditure for 
these items by the banks is in the region of $120 million per 
year. 


Industrial production totaled $221.4 million in 1986. The 
500,000 barrels per day BORCO oil refinery in Freeport, which 
had operated below capacity for some time, finally ceased 
operations in 1985. However, storage and transshipment 
facilities continue to operate. Pharmaceutical production 
sagged as the result of the shutdown of the Franklin Chemical 
plant in Freeport. A Dutch firm, Gist Brocades, purchased the 
plant in 1987 and spent $40 million to convert it to produce a 
penicillin derivative. The renovated facility opened in May 
1988. 


Construction activity increased in 1986 and 1987, continuing a 
boom that dates to 1983. Construction permits and starts in 
1987 increased 4 percent and 59 percent, respectively, over 
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comparable 1986 figures; the combined estimated value of these 
categories totalled $563 million. However, there are some 
indications that the construction boom may be slowing down. 


Agricultural production in 1986 declined by $10.9 million (31 
percent) as against 5.7 percent in 1985. Fruit and vegetable 
output fell by $5.9 million (44 percent) to $7.5 million, and 
poultry, by $1.4 million to $18.7 million. Meat production also 
dropped slightly by $0.1 million to $0.5 million. The value of 
marine products landed in New Providence rose by $2.6 million to 
$13.5 million. 


In response to the decline of the agricultural sector and 
spurred on by the fact that The Bahamas imports over 80 percent 
of all the food consumed in the country, the Ministry of 
Agriculture has intensified its efforts to promote development 
of the agricultural sector and has initiated a "Buy Bahamian" 
campaign in local food stores. 


Balance of Payments and Trade: The 1987 balance of payments for 
The Bahamas continues to reflect an economy in which a large 
deficit in the balance of trade, caused by importing almost all 
food and manufactured goods from the United States, is financed 
by a large surplus in the services account generated by the 
tourism industry. 


However, in 1987, Bahamians went on a spending binge which was 
financed by a sharp increase in the amount of credit offered by 
commercial banks. As a result, foreign exchange reserves 
plummeted 25 percent, falling from $226 million at the end of 
1986 to $169.1 million at the end of 1987. 


The Central Bank reported that imports increased to $1.1 billion 
while exports fell to $273 million, leaving a trade gap of $824 
million, up $104 million from the year before. Tourist 


expenditures did not keep pace, increasing only $45 million from 
1986. 


Faced with the precipitous decline in reserves, the Central Bank 
took a number of actions designed to curb the amount of credit 
offered by commercial banks. As a result of these actions and 
normal seasonal swings, reserves had increased to $215 million 
by April 1988. Because of the expected decline in tourist 
expenditures and the contraction of credit, imports are expected 
to decrease in 1988. Meanwhile, exports should increase, as the 
result of production from the new pharmaceutical plant in 
Freeport, leading to an improved trade balance and a better 
reserve position at the end of 1988. 





Government Budget and External Debt: Spending in the i988 
budget totals $591.7 million, with $512 million in current 
expenditures and $79.8 million in capital works. The major 
beneficiaries of current expenditures are education ($113 
million), law enforcement ($77.7 million), and health (77.6 
million). The Ministry of Works will receive 18 percent of the 
capital budget for roads and electric and water projects and the 
Ministry of Education will receive 16 percent to build, expand, 
and equip schools in New Providence and the Family Islands. 


The government’s estimate of revenue for 1988 is $515.8 

million. Over half of the revenue will come from duties imposed 
on imports. Recognized internationally as a tax haven, The 
Bahamas does not impose taxes on personal income, corporations, 
capital gains, inheritance, estates, or sales. Other revenue 
sources include business licenses, gambling and property taxes 
and harbor and airport fees. 


The external debt situation of The Bahamas is not serious. 
Service on the foreign debt is only about 10-15 percent of 
merchandise exports. However, even that figure is somewhat 
misleading because the economy depends more on tourism than on 
exports to generate foreign exchange. When calculated as a 
percentage of exports and tourist expenditures, debt service is 
only in the 2-3 percent range. 


Monetary and Credit Policy: Monetary policy in 1987 focused on 
an unexpected liquidity crisis that developed in December. 
Earlier in the year, the banking system was suffering from 
excess liquidity. Commercial bank balances with the Central 
Bank rose to an unprecedented level of $104.3 million in May. 

At the time, the total reserve requirements of all the 
commercial banks were only $40.7 million, meaning that the banks 
had over $60 million sitting in non interest bearing accounts at 
the Central Bank. In the next few months, three events took 
place which had the effect of sopping up the excess liquidity in 
the system. First, two of the commercial banks launched 
aggressive consumer lending campaigns. Second, the 
U.S.-Bahamian drug interdiction efforts began to pay off, 
leading to a decrease in the number of "narcodollars" entering 
the system. Finally, the government went into the credit market 
with two large issues of Treasury bills and governmental stock. 
In December, as the result of these events, the commercial banks 
found themselves unable to meet their reserve requirements with 
the Central Bank. In response to this situation and to the 
decline in foreign exchange reserves, which was another result 
of the expansion in consumer credit, the Central Bank took 


decisive action. First, it directed all the banks to regularize 
their 
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statutory reserve positions and to exercise prudence in their 
lending operations. Second, in order to discourage the banks 
from constantly seeking loans from the Central Bank to restore 
their reserve positions, it raised its loan rate from 7 1/2 to 9 
percent and instructed the banks to hold their prime rate at 9 
percent. Finally, the rate of interest payable by all 
commercial banks for deposits was capped at 8 percent to prevent 
some banks from attracting deposits from other banks to restore 
their liquidity positions. The combined effect of these actions 
was immediate -- commercial banks simply stopped lending. By 
April 1988, some of the banks had received enough loan 
repayments and deposits to begin some lending, but 1988 will 
definitely be a year of scarce credit for The Bahamas. 


: For the last several years, the 
inflation rate in The Bahamas has run slightly higher than 
inflation in the United States. The retail price index in New 
Providence increased 5.76 percent in 1987, compared with a 4.4 
percent increase in the Consumer Price Index in the United 
States. The Bahamian Government has not kept regular records on 
employment, making an informed comment on trends in labor force 
size and unemployment impossible. The 1980 census showed a 
labor force of 87,052, with 75,709 employed, yielding an 
unemployment rate of 13 percent. A 1986 Survey of the Labor 
Force showed that the labor force had grown 27 percent to 
110,900 while the employed ranks had grown 29 percent to 97,592, 
causing unemployment to decline to 12 percent. Unemployment is 
concentrated among the young and females -- according to 
government statistics, unemployment of young females stood at 
28.2 percent. Unemployment outside of Nassau and Freeport also 
probably exceeds the national average and could run up to 25 
percent. 


0 R UN 


Trade: The Bahamas, representing a $768 million market for 
U.S.-made goods, remains a good target for American exports 
through 1989, as it is one of the most prosperous nations of the 
Caribbean region, with tastes and consumption patterns similar 
to the United States, its major supplier. The Bahamas imports 
nearly everything, both to supply domestic requirements and to 
support the needs of the tourist trade. The best prospects for 
U.S. exports to The Bahamas are food, petroleum products, 
machinery, manufactured goods, and chemicals. The construction 
sector should also provide sales opportunities for building 
materials. 


A number of major construction projects will provide 
opportunities for U.S. contractors willing to work in joint 
ventures with Bahamian firms. The Ministry of Works will soon 
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embark on the continuation of the $36 million expansion of 
Nassau International Airport. The Water and Sewerage 
Corporation is planning water pipeline projects on Eleuthera and 
Abaco, which will total $6-$8 million, and the Bahamas 
Electricity Corporation intends to purchase two 60 megawatt 
power plants before 1995. 


U.S. firms interested in these and other projects in The Bahamas 
may want to investigate the services offered by the U.S. Trade 
and Development Program (TDP) which finances the planning of 
projects in developing countries which are potential export 
markets for U.S. goods and services. Among other things, TDP 
finances feasibility studies and other planning services for 
major public sector projects. 


The Bahamas became a beneficiary of the Caribbean Basin 
Initiative (CBI) in March 1985, allowing it to export most goods 
duty free to the United States. Although a number of firms have 
benefitted from the program, the CBI has not been as successful 
in The Bahamas as elsewhere in the region. This is partly due 
to the country’s relatively high wage rates and partly due to 
the nature of the Bahamian economy -- its two principal 
industries, tourism and banking, do not involve the export of 
visible goods. However, The Bahamas frost-free climate and 
proximity to the United States would seem to make it a natural 
candidate for using the CBI to export agricultural products to 
the United States. To encourage development in the agricultural 
sector, the U.S. Embassy and the Bahamian Government are in the 


process of organizing an agricultural investment mission to The 
Bahamas later this year. 


Investment: The Bahamian Government encourages foreign 
investment in the agricultural and manufacturing sectors, as 
well as in the already well-developed tourism and banking 
sectors. However, certain businesses are reserved exclusively 


for Bahamians and others for joint-venture operations that 
include Bahamian owners. 


Although the fishing sector is now reserved for Bahamians, in 


the near future, the government may permit the participation of 
foreign firms in fishing joint ventures. 


Traditionally, the principal investment incentive in The Bahamas 
has been the absence of taxation. There are no taxes on capital 
gains, dividends, interest, corporate income, private income, 
profits, royalties, sales, estates, inheritances or payrolls. 
The only direct tax is a real property tax. 


Other investment incentives include the Industries Encouragement 
Act and the Hotels Encouragement Act. Under the Industries 
Encouragement Act, the Bahamian Government may exempt from 
duties the machinery, tools, equipment, and raw materials 
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imported for factories. The Hotels Encouragement Act promotes 
private investment for the building of hotels and resorts. 

Under this act, construction of proposed facilities can be 
exempted from real property taxes for 10 years from the date the 
new hotel opens. In addition, the act allows materials imported 
for hotel remodeling to qualify for full customs duty refunds. 


There are free trade zones on the islands of New Providence and 
Grand Bahama. The Hawksbill Creek Agreement established 
Freeport on Grand Bahama Island as a free trade zone in the 
1950s; firms located in Freeport are granted the right to import 
materials duty free. The government has also established a 100 
acre free trade zone in Nassau on the island of New Providence. 
Duty-free shopping may be authorized in 1988 to further 
encourage tourist expenditures in The Bahamas. 


The Bahamian Government has never expropriated a business and 
has stated that "nationalization will not be an instrument of 


the government’s policy." Profits and investment capital may be 
freely repatriated. 


The Immovable Property (Acquisition of Foreign Persons) Act 
requires foreigners to obtain approval from the Foreign 
Investment Board before purchasing real property in The Bahamas. 


The Immigration Act requires foreign personnel to obtain work 
permits before they can be employed in The Bahamas. The 
government will permit foreign employees to work in a technical, 
supervisory, or managerial capacity to initiate and operate 
industries, provided no similarly qualified Bahamians are 
available for the job. 


In 1981, the government created the Bahamas Agricultural and 
Industrial Corporation (BAIC) as a central agency for all 
potential private investors seeking advice, information or 
assistance on investment opportunities in The Bahamas. BAIC is 
working to overcome the excessive delays and red tape that some 
foreign investors have experienced in the processing of 
applications for licenses and permits. 


American investors in most fields are eligible for Overseas 
Private Investment Corporation (OPIC) risk insurance against 
expropriation, war, insurrection and inconvertibility of foreign 
exchange. In addition, OPIC offers U.S. investors direct 
financing and loan guarantee programs. It also maintains a 
computerized investment opportunity bank which seeks to identify 
and match potential foreign investment projects with U.S. 
investors seeking opportunities in The Bahamas and other 
nations. Further information on OPIC programs can be obtained 
at the U.S. Embassy or at OPIC. 





FURTHER INFORMATION 
United States Government Chamber of Commerce 


U.S. Embassy Bahmas Chamber of 
Economic SectionIngraham Building Commerce 

Nassau - Department of State P.O. Box N-665 
7415 NW 19th St. Nassau, Bahamas 
Suite H Miami, FL 33131 
Miami, FL 33126 (305) 373-6295 
(809) 322-1181 


U.S. Department of Commerce 
Desk Officer for The Bahamas 
Room H3314 

Washington, DC 20230 

(202) 377-2527 


Overseas Private Investment Corporation 
1129 20th St., NW 

Washington, DC 20527 

(202) 653-2925 


Trade Development Program 
U.S. Department of State 
Washington, DC 20523 
(202) 875-4357 


Bahamian Government 


Embassy of The Bahamas 

600 New Hampshire Ave., NW 
Washington, DC 20037 
(202) 338-3940 


Bahamas Agricultural and Industrial Corporation 
P.O. Box N-4940 
Nassau, Bahamas 
(809) 322-3740 


Mr. Anthony Pratt 
767 3rd Ave. 

Suite 900 

New York, NY 10017 
(212) 371-7203 


Ministry of Agriculture, Trade and Industry 
P.O. Box N-3028 

Nassau, Bahamas 

(809) 323-1777 


Bahamas Consulate 
Ingraham Building 
25 SE Second Ave. 
Miami, FL 33131 

(305) 373-6295 
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